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The Harley-Davidson Motor Company manufactures quality
motorcycles, related parts and accessories. Harley-
Davidson currently controls 68.5% of the motorized
recreational vehicle market share (Harley-Davidson,1990).
Forecasts predict that sales, presently the highest in
Harley-Davidson history, will begin a slow downward trend
over the next three to ten years. There are two specific
areas influencing this trend. The first is the aging of
the current population. The second is verified evidence
that a major competitor intends to increase their market
share by initiating a floor plan program and offering
guaranteed financing to new product buyers.
Maintaining market share is vital to maintaining
projected revenues. It is important that a proactive l
strategic response be developed to cope with these new
demands. The news that the aging population and newly
introduced competitor actions are affecting market share
requires adjustments be made to future strategic planning.
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INTRODUCTION
Two problems exist affecting Harley-Davidson's
marketplace. The population is maturing and requires a new
marketing approach to maintain the desired market share.
Additionally, a primary competitor, the Honda Motor
Company (Honda), is attempting to recapture a portion of
the 68.5% of the motorized recreational vehicle market
share now held by Harley-Davidson Motor Company (Harley-
Davidson,1990).
The maturing recreational consumer presents a
challenge to provide new services and support. Attitudes
of the novice and the veteran motorized vehicle
recreationalist alike change constantly. Subjects like
rider safety and comfort remain a priority concern.
Continuous market analysis and assessment of the remote and
operating environments aid in keeping Harley-Davidson in a
controlling position.
In 1986, Congress banned the sale of three-wheeled
all-terrain-vehicles (ATV) in the continental United states
because of the number of deaths attributed to their use
(Kitzes,1989). This law reduced, Honda's control of the
motorized recreational vehicle market by allowing only the
manufacture of four-wheeled ATVs.
Honda is a capable and innovative competitor in the
motorized recreational vehicle market. It is important to
respond to this challenge with quick, effective strategic
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analysis and planning. Their four-wheeled ATV is in
control of the ATV portion of the market at this time.
Honda's new challenge to regain market share involves the
development and implementation of a floor plan consignment
and easy credit system similar to the one Harley-Davidson
presently has in operation.
These market developments must be reacted to in an
aggressive manner. strategic planners and market analysts
must develop acceptable responses to these developments if




DESCRIPTION OF THE ORGANIZATION
Mission statement
Harley-Davidson produces quality American-made
motorcycles, parts and accessories with a current 68.5%
market share. The maintenance of the American tradition of
quality workmanship and union-made products are the
centerpiece for the Harley-Davidson mission statement.
Harley-Davidson's mission statement is as follows:
1. Preserve the Harley-Davidson institution through
the achievement of established goals.
2. Provide motorcycles, parts, accessories and
service to motorcyclists and businesses in
selected niches.
3. Provide the consumer with brand identified
products and services that maintain or enhance
Harley-Davidson's image and attract new customers.
4. Engage in manufacturing or service ventures that
can add value (beyond profit) to the business.
5. Provide the environment for developing a contract
business that can operate on a stand alone basis,
engage in government or other contracts where
there is a distinct, sustainable, competitive
advantage, where a long-term relationship is
possible and achieve a minimum of 35% Return On




Harley-Davidson's success relies upon a value system
and recognition of issues that require constant attention.
The value system simply respects truth and instills dignity
in each individual and encourages productive intellectual
curiosity. This value system establishes a spirit that
makes things happen. The current company purpose is
focused on customers, dealers, employees, shareholders,
suppliers, government and society. The ability to balance
the interests of these groups is the determining factor in
the establishment of long-term success. Major issues that
will be aggressively approached include product quality,
manufacturing flexibility, employee productivity and
participation. These factors playa major role in future
Harley-Davidson plans (Harley-Davidson,1989).
A poor reputation for quality in the 1970's provided
Harley-Davidson with a substantial barrier to overcome.
The current attitude concerning product quality demands
that internal and external customers receive only the best
product available. Established standards exceed the
accepted industry standards and set new horizons for
product reliability. Increasing employee participation
Harley-Davidson also increased productivity. Local unions
applaud the use of problem-solving techniques which involve
{the union membership. This cohesiveness helped change
attitudes and opportunities within the company. Employees
and the company reap benefits from collective performance.
Economic, societal, and social trends affect the
company in many varied ways. It is essential that the
company respond quickly and effectively. Flexibility is
the key answer to grasping opportunities as they arise in
the business arena. This ability to respond quickly to
changes allows the honing of the competitive edge so
necessary to survive in the current business environment.
The company philosophy that will guide us in achieving
success is:
1. Live by the corporate vision, values and issues.
2. Perpetuate the heritage, tradition, and mystique
of Harley-Davidson.
3. Value our trademarks, patents and copyrights;
vigorously defend them and actively license
trademarks.
4. Be outward versus inward driven.
5. Maintain a close to the customer philosophy with





The current ecological environment is unstable. The
Iraqi government, specifically Saddam Hussein, has
destroyed Kuwaiti oil fields during his illegal seizure of
the sheikdom of Kuwait. Oil is considered a finite
nonrenewable resource. The deliberate destruction of these
reserves is tragic. The effect of the loss of these oil
reserves may not be felt immediately. There are other
suppliers throughout the world such as Saudi Arabia,
Venezuela, Mexico and the Soviet Union. Eventually the
effect will be realized through increased prices and short
supplies.
Environmental damage to the area could be devastating
to the entire ecosphere. The destruction of these wells
and the possibility of oil spills or fires suggest the
additional destruction of water and air resources.
Harley-Davidson uses oil-based products not only in
manufacturing but as a refined fuel for its motor driven
products. The cost of gasoline will become unstable. The
consumer must decide if use of recreational vehicles is
prudent at this time of crisis. The final decision will
ultimately affect Harley-Davidson.
Economic Environment
Economic stability decreases as the cost of oil
increases. Oil influences every facet of our lives. This
instability influences current and future inflation rates,
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unemployment, transportation, production, and maintenance
costs. Investor trust in the business environment
fluctuates and crucial stockmarket changes occur daily.
Table 1 (Wall street Journal,1991)
Economic data: actual, estimated and forecasted







Nominal GNP $5,201 $5,465 $5,689
Real GNP Growth 1.8% 0.0% 0.9%
Personal Income $4,384 $4,644 $4,856
Corporate Profits $308 $300 $294
Consumer Prices 4.8% 5.3% 5.2%
Jobless Rate 5.2% 5.4% 6.7%
Interest Rates 8.1% 7.5% 6.4%
The government has revised it estimate of the fourth
quarter's economic performance showing a slightly smaller
decline than it first reported (Wall street Journal,1991).
The economy is not as weak as previously thought.
Economists said that the revisions did not change the
likelihood that there would be a further reduction in real
Gross National Product (GNP). Two consecutive declining
quarters with declining GNP still define a recession status
(Wall street Journal,1991).
The trade deficit narrowed more than originally
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reported while defense purchases rose rather than fell.
Economists see the recent inventory decline as implying a
quicker return to economic growth when demand picks up
significantly.
Political Environment
Recent budget battles in the capitol add to the
current constipation of the political process. With the
Gramm-Rudman Act hanging over their heads and angry
taxpayers at their doors, members of the legislature are
finding it difficult to balance the budget without
slighting the essential poverty and social security
programs.
The Persian Gulf War, which lasted only 100 hours,
placed additional stress on the government (Duffy,1991).
The decision of President George Bush to help the Kuwaiti
people regain their country from the strangling grasp of
Saddam Hussein has received both support and criticism from
the American people and nations around the world
(Cloud,1991). Observers feel that George Bush's decision
reduces his popularity because of the Vietnam experience
(Bolick,1990). A Washington Post and the American
Broadcasting Company poll determined that, as of January 9,
1991, President George Bush's handling of the Persian Gulf
War is favored by 69% of those polled (Facts On File,1991).
It was originally thought that the United states would
bear the majority of the expense for the war. Recent
monetary contributions from around the world have reduced
9
fears concerning this cost being passed on to the taxpayer.
Socia/Cultural Environment
Successful marketing of the Harley-Davidson product to
differing societies and cultures proves the diversity of
that product. Customers from a wide range of backgrounds
purchase through a variety of programs and credit plans.
The mystique of the Harley-Davidson experience attracts the
attention of motorized recreational vehicle enthusiasts
from all walks of life.
The possibility of war in the Middle East again evokes
response from the American people. The Vietnam experience
left many individuals with a deep resentment toward
anything that draws the United States into warfare
(Buckley,1991). These strong beliefs are evidenced by
parades supporting our troops in the conflict and protest
marchers who feel we should not be involved in a war for
any reason (Buckley,1991).
Harley-Davidson subcontracts the production of bomb
casings for the Federal government. There were some fears
that involvement in a Middle East war and Harley-Davidson's
production of war materials would cause consumer unrest and





The financial goals of Harley-Davidson, excluding
contract business, are to: (1) maintain positive cash flow;
(2) maintain Return On Assets (ROA) at or above 35%; (3)
maintain Earnings Before Income Taxes (EBIT) at or above 12
percent of sales; (4) control inventory and receivable
levels so that as a percent of sales they are always lower
that the prior twelve months; (5) plan for profitability of
the motorcycle, part and accessories business that results
in a pretax break-even in the event there is a 35 percent
drop in revenue (Harley-Davidson,1990).
Financial Condition
Net sales of $791.0 million increased $81.6 million
(11.5%) compared to 1988. The Motorcycle and Related
Products segment was the primary contributor increasing
$98.2 million (24.7%) to $496.0 million. This increase was
due to a 8/409 unit increase (16.6%) in worldwide
motorcycle shipments and a $15.1 million (21.5%) increase
in parts and accessories sales. Export motorcycle
shipments accounted for 3,713 of the additional units, a
32.1% increase over the prior year. Sales in the
Transportation Vehicles segment declined $30.0 million
(9.9%). Business segment increased $13.4 million to $21.0
million, the result of two contracts to produce 500 pound
metal bomb casings for the Department of Defense (Harley-
Davidson/1989).
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Gross profit of $194.0 million increased $18.1 million
(10.3%) and was 24.5% of net sales in 1999 versus 24.8% in
1988. The Motorcycles and Related Products segment gross
profit increased $24.5 million (20.9%), and the gross
profit as a percent of sales was 28.7% in 1989 compared to
29.6% in 1988. The lower gross profit margin as compared
to 1988 is the result of a signing bonus ($1.3 million)
covering the Wisconsin labor unions, paid in April 1989, as
well as manufacturing inefficiencies associated with
maintaining higher levels of production than 1988. The
1989 gross margin of the Transportation Vehicles segment
declined $7.9 million and fell to 18.2% of sales in 1989
from 19.0% of sales in 1988. The decrease occurred in the
recreational vehicle business, which is suffering from the
current downturn in the recreational vehicle industry.
Competitive pricing measures along with a sales mix shift
to lower priced, lower margin recreational vehicles account
for the decline in the recreational vehicle business.
Gross profits in the commercial vehicle business improved
$1.8 million on a sales increase of $7.4 million. The
Defense and Other Businesses segment's gross profit
increased $1.7 million due to the additional Department of
Defense contracts awarded in 1989 (Harley-Davidson,1989).
Operating expenses increased $16.1 million (14.3%)
over 1988 to $127.6 million and were 16.1% of sales
compared to 15.7% in 1988. The Motorcycles and Related
Products segment incurred operating expenses of $81.2
12
million, an increase of $13.3 million (19.6%) over 1988.
Selling expenses due to increased sales volume increased
$5.3 million. The establishment of foreign subsidiaries in
Japan, Germany and the United Kingdom also contributed $2.2
million to the increased operating expense. Additional
expenses of $2.5 million over 1988 were incurred in
engineering and product development. The remaining
increase is attributable to inflation and other volume
related increases in expense (Harley-Davidson,1989).
The Transportation Vehicles segment had operating
expenses of $37.0 million, an increase of $1.9 million over
1988 exclusive of restructuring costs of $2.1 million
incurred in 1988. This change was primarily the result of
increased research and development spending. Corporate
operating expenses increased $2.9 million over 1988. This
increase was primarily due to significant increases in
market appreciation of certain stock appreciation rights
and increased legal fees. Net interest expense of $14.3
million decreased $4.1 million from 1988. The major
contributor to the lower expense is the repurchase of $37.1
million of the company's subordinated debt during 1989 and
the retirement of a term loan in the fourth quarter.
Provision for income taxes of $20.4 million is $1.5 million
higher than 1988. Income tax expense as a percentage of
pretax income was 38.5% in 1989 as compared to 41.0% in
1988. This change relates to the decreasing effect of book
versus tax differences. Extraordinary items in 1989
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consist of $1.8 million associated with the cost of a 1983
settlement with BNG and $1.4 million for the write-off of
deferred financing and premium costs associated with the
repurchase of the company's debt (Harley-Davidson,1989).
Liquidity and Financial Resources
Operations generated $61.1 million of cash in 1989, an
increase of $48.4 million over 1988. This increase can be
primarily attributed to the effective use of operating
assets in generating higher revenue and income in 1989.
Net current assets and liabilities generated $10.1 million
in 1989 compared to consuming $30.3 million of cash in 1988
while net income increased $9.0 million compared to 1988w
Cash generated through operations was used to finance
capital expenditures and repurchase subordinated debt on
the open market. During 1989, the company repurchased
$37.1 million of its subordinated notes. As a result of
these repurchases less than one half of the original $140.0
million of subordinated notes remain outstanding. The
company intends to continue to repurchase its notes on the
open market as long as excess cash is available and the
price remains attractive (Harley-Davidson,1989).
The Company incurred capital expenditures of $24.4
million, $23.8 million and $17.0 million l respectively,
during 1989, 1988/ and 1987. The Motorcycles and Related
Products segment and the Defense and Other Businesses
segment incurred capital expenditures of $20.9 million,
$17.1 million and $13.6 million, respectively, during 1989,
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1988, and 1987. The Transportation Vehicles segment
incurred capital expenditures of $3.5 million, $6.7
million, and $13.6 million, respectively, in 1989, 1988,
and 1987. Harley-Davidson anticipates that capital
expenditures in 1991 will increase by approximately 40%
over 1989 levels as major expenditures for a new motorcycle
paint facility are planned for 1990. The company intends
to finance these capital expenditures from internally
generated funds (Harley-Davidson,1989).
Table 2 Selected financial information
























Information concerning the year's financial highlights is
available (see Table 2). The information displayed in
Table 2 gives only a summary description of the current
financial condition of Harley-Davidson Motor Company.
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PROBLEM ONE: THE AGING POPULATION
Current U.S. Census Bureau forecasts imply that the
aging of the population will affect Harley-Davidson sales
(Ostroff,1989). A downward trend is expected over the next
three to ten years. As the motorcycle enthusiast grows
older Harley-Davidson must reposition itself to fulfill
their new needs. Can Harley-Davidson maintain the interest
of the aging motorcycle enthusiast? Are there ways to
increase the safety factors? Would a new line of product
geared toward the older rider help maintain interest in
motorcycling?
The Potential Solutions
Al ternative .on~_~ To maintain the interest of the
aging motorcycle enthusiast, the establishment of a special
Harley Owners' Group (H.O.G.) geared toward the interests
of the older riding generation. This group would be
involved specifically in those interest areas considered
important to an older membership. These interests would
include outings which do not require extended riding time,
rallies with other senior H.O.G. Chapters, or excursions to
local points of interest.
When dealing with the mature market, it is necessary
to avoid lumping all older consumers into one group_ As
individuals age they grow in diversity. The market is not
one-dimensional or restricted by age. The only way to
determine market response is to test the product in a
target population.
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Consumers continually change their attitudes and
lifestyles. The market cannot be determined-solely by age
alone. Reality accepted, every effort must be made to
portray the older person in a positive light. Older adults
still play an active role in the marketplace during their
retirement years and are ready, willing and able to
purchase products, and services (Ostroff,1989). There
exists a desire to do things never tried before, a
willingness to experiment (Ostroff,1989).
Recent analysis has revealed that there is currently a
tremendous growth in the older population (Ostroff/1989).
This population growth opens a considerable marketplace for
Harley-Davidson products and accessories. The older
consumer has a greater level of discretionary income and
more time to spend it (Ostroff,1989). This marketplace
also represents an increasingly marketable customer base.
It is a vital segment of influence on business behavior and
market responsiveness.
The mature market includes more than 62 million people
and its ranks will grow rapidly over the next several
decades (Ostroff,1989). A variety of companies, from
department stores to supermarket chains and real estate
developers, offer special promotions, products and services
to the older consumer. It is time for Harley-Davidson to
join this market and develop a strategic plan that includes
specific opportunities to serve this growing population.
It is essential that the development of a thorough
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understanding of this opening market be supported by long-
and short-term responses that capitalize on each trend.
The maintenance of a market posture that is risk-taking,
productive and innovative is the only acceptable approach.
In his book Successful Marketing to the 50+ Con~~mer,
Jeff Ostroff emphasizes the influence of the older consumer
and how individual companies should respond to the market.
When selling to the older market, emphasis should be placed
on reliability and durability (Ostroff,1989). Harley-
Davidson reliability and product durability is currently at
the highest rate ever achieved (Harley-Davidson,1989).
Statistical operating controls used during the
manufacturing process must continue to maintain a quality
end-product.
Alternative Two: Develop motorcycle-related products
spark the interest of the senior group. For example,
riding apparel identifying the experience of the older
enthusiast with patches showing rallies attended,
excursions taken, or just the number and class list of
Harley-Davidson vehicles owned over his or her riding
career.
The ultimate goal to supply what the customer needs is
already a Harley-Davidson philosophy. Market surveys must
be conducted to ensure customer satisfaction. The
opportunity to conduct these surveys face-to-face exists at
scheduled Harley Owners' Group and regional rallies. Young
and old alike gather at these rallies and provide the
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immediate feedback needed to maintain control over and
awareness of consumer needs. Dealers and customers alike
can express their concerns about and expectations of
Harley-Davidson products.
By promoting the benefits of Harley-Davidson products
to older adults we present the opportunity for them to gain
from the recreational and relaxational aspects of the
product. Seniors have more control over their time and can
use our products to travel both local and long distance.
Products should be strategically positioned to show
the benefits to the mature motorcycle advocate. The older
adult is aging actively and is still capable of physical
and social activity. This time of life is an opportunity
to experience all aspects of life to the fullest. The
approach to the senior consumer should be enthusiastic and
sincere. It is understood that Harley-Davidson products do
not appeal to all older adults. Even with this
acknowledgment, there exists a growing population segment
to be approached in the mature adult market.
The most important thing is to make it easy for the
mature adult to be involved in the determination of how and
where the product is to be provided (Ostroff,1989). By
being involved in the process they instinctively become a
part of it. The use of feedback accesses an untapped
source of information, enthusiasm and participation. It
may even be beneficial to develop a marketing team made up
of mature consumers. The result of this group involvement
19
in the development of programs and marketing approaches may
prove to be most advantageous.
There are many informational resources both public and
private. The Office On Aging or senior center in the area
can provide a wealth of information concerning the
attitudes and involvements of local seniors for marketing
applications. By using these sources valuable information
can be obtained in a relatively easy manner.
The Recommendation
The older adult plays an important part in the future
of Harley-Davidson. It is essential that they influence
future products with their valuable experience and
opinions. To neglect this growing population segment in
future strategic planning would be suicidal. Harley-
Davidson Motor Company must encourage and nurture this
valuable participation.
It is recommended that seminars for managers be
developed. Topics such as current misconceptions about the
senior consumer, recognition and response to the diversity
of the mature market, and the establishment of effective
communication channels are essential for success.
In addition to these seminars, rallies and regional
meetings should be advertised in local and national
newspapers and magazines. A suggested contact is the
American Association of Retired People (AARP). It
currently has a growing membership comparable to the
projected increase in the older population.
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PROBLEM TWO: INCREASED FOREIGN COMPETITION
Honda, Harley-Davidson's most fierce competitor,
intends to regain market share lost over the past seven
years. The return of Honda to the United states' motorized
recreational vehicle market shows their determination to
control the market share. The development of programs
similar to those of Harley-Davidson reveals their discovery
of the need to be totally on the customers' side. For
several years they ignored this fact allowing Harley-
Davidson to gain market strength and the current
recreational vehicle market share.
With the current product line there seems little doubt
that market share may be reduced by the Honda challenge.
It will be necessary to increase customer loyalty through
improved product quality, dealer relations and customer
service. Though customer support and dedication to the
Harley-Davidson product has never been better, there may be
need for new product development to maintain market share.
This action by Honda is an attempt to reduce Harley-
Davidson's share of the motorized recreational vehicle
market. The main products of this market are motorcycles
and all-terrain-vehicles (ATV). When the market share is
determined both products are considered. If Honda
increases its ATV share of the recreational vehicle market,
it is feasible that the Harley-Davidson share will be
reduced. Recreationalists do not compare the ElectraGlide
to the ATVs but do influence market share by their
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purchase. It is an appropriate response to enter the ATV
portion of the motorized recreational vehicle market and
make the product competition more viable for Harley-
Davidson.
The Potential Solutions
Alternative One: Honda has resigned itself to
reducing the Harley-Davidson market share by utilizing
programs similar to those currently used by Harley-
Davidson, i.e., floor plan consignment and simplified
credit. The response to these actions must be decisive,
effective and strategically sound.
Harley-Davidson has produced only motorcycles as a
primary product while Honda has branched out into several
related product areas. In the early 1970's, Harley-
Davidson produced a three-wheeled-vehicle known as TRIHAWK.
The vehicle itself had problems only with the development
of an engine that fulfilled the requirements specified for
the vehicle. Several companies, including VOLVO and SAAB,
provided unacceptable prototypes.
The Consumer Product Safety Act of 1986 bans the
production or use of three-wheeled-vehicles in the
continental United states. The production of a second
generation TRIHAWK invites federal scrutiny and possible
product condemnation. A Justice Department ATV complaint
states that far from being safe, easy-to-ride vehicles for
harmless play, three-wheeled-vehicles are actually unique
and complicated. They require constant and precise rider
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manipulation which is neither instinctive nor easily
mastered by a person of ordinary skill. There exists no
margin for error in the operation and the smallest
miscalculation may result in severe injury or death
(Kitzes,1989).
The isosceles triangle ATV design with a solid rear
axle causes instability and requires the rider to perform a
difficult balancing act with a vehicle that may go out of
control at any moment. There is virtually no margin for
error. If an ATV is not operated in precisely the right
way, loss of control is likely to result with little or no
sign of impending danger. The TRIHAWK product has a
similar configuration but has not had the same results in
test performance. The weight of the body housing reduces
instability to a reasonable level. An additional safety
factor of a counterbalance system does not alter the
unacceptable history of the product. Even with this
reduction of instability, the government identifies this
product as an ATV and restricts its production
(Kitzes,1989).
Alternative Two: The development of a safe four-
wheeled ATV for recreational and business consumption. The
four-wheeled ATV offers an increase in safety and stability
which the three-wheeled ATV can never provide. The
reduction of instability also allows the product to reach a
more diverse selection of market niche. The addition of an
electromechanical anti-tilting device will increase the
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safety factor well beyond current standards for four-
wheeled ATVs. Currently, the ATV is considered strictly a
recreational vehicle. It is used to trek into the
wilderness, explore more deeply a multitude of parks, or
just cruise many beaches open to public use. The reduction
of engine capacity to specific user needs will help
maintain the safety factors necessary to encourage public
acceptance.
This version of the ATV can be designed for specific
markets. The farmer can use the ATV to spray his fields.
The businessman may utilize it to maintain substations
distant and inaccessible to other wheeled vehicles. The
sportsman may enter the wilderness he has seen only in his
dreams.
The Recommendation
The four-wheeled ATV WORKHORSE is the best approach to
countering Honda's attempt to increase their market
presence. In its new production design it will provide our
customer with a safe alternative to the three-wheeled ATV.
Entry into the market in a subdued but determined
manner will not alarm Honda. They are accustomed to the
Harley-Davidson approach. An initial three to five percent
market share will be sufficient to establish Harley-
Davidson as a producer of ATVs. The current motorcycle
strategic plans remain the primary purpose of Harley-
Davidson. The development of this new all-terrain-vehicle
is secondary to the wellness of the primary product. It is
24
important to note the Honda has 1600 dealerships compared
to the 629 of Harley-Davidson. This aspect may cause some
to question the attempt to defend Harley-Davidson market
share. The improved quality and customer service provided
by Harley-Davidson dealerships must surpass that provided
by the Honda dealerships. This fact can be evaluated by
monthly and yearly questionnaires sent to both dealerships
and new Harley-Davidson owners. The information gathered
on these questionnaires provides customer service and
marketing management with an effective tool to evaluate the
product and its future.
In January, 1991, a survey questionnaire (see Appendix
D) was sent to each of Harley-Davidson's 629 dealerships to
determine if there exists a probable market for the
WORKHORSE. The response from 390 dealers (62.0%) was
exceptional with 234 (59.9%) of the responses being either
"possible," "good chance," or "absolutelYII" The "possibly"
response held 115 (49.2%) of the answered questionnaires
while responses of "good chance" and "absolutely" showed
responses of 77 (32.8%) and 42 (18.0%) respectively. The
lower end of the answer spectrum involved answers of
"never" or "maybe" and held the remaining 156 (40.1%) of
the questionnaire responses. The response of "never" held
54 (34.7%) of the lower end responses while "maybe" held
the remaining 102 (65.3%).
The dealer response indicates an above average
interest in the new product line WORKHORSE. Based upon
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this response, consideration should be given to further
investigative analysis to determine exact figures
concerning engineering, inventory and manufacturing needs.
The figures provided for cash flow and net present value
forecasts were within plus or minus 10% of the expected
actual financial requirements.
Product Positioning: Positioning of a product relies
heavily on communication. This communication is not
specific to the product but to the mind of the consumer.
The communication of the Harley-Davidson product, the
WORKHORSE, will make use of the Harley-Davidson reputation
of quality and the identifying logos. The WORKHORSE will
challenge Honda Motors by providing the consumer with
quality, reliability, safetYI and versatility.
The current marketplace is no longer responsive to
strategies that worked in the past. Reality and a
straightforward approach to the usefulness of the WORKHORSE
must gain the market's attention. The advertising used to
aid in positioning the product must be unique and simple.
The message given to the public will emphasize the product
versatility and dependability in both the manufacturing and
maintenance environment.
Effective positioning depends on communicating with
the consumer at the precise time and circumstances needed
~
to effect interest in the product. This interest in the
product must consider not only the strengths and weaknesses
of the WORKHORSE but of the competitor's products. The
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WORKHORSE is entering an established market and must
initially attempt to gain a share of that market. Once
recognized as a viable alternative to our competitor's
product, the WORKHORSE can be presented more aggressively
into the four-wheeled all-terrain-vehicle marketplace.
Honda is already well established in the four-wheeled
all-terrain-vehicle market. Harley-Davidson is the leader
in a related motorized recreational vehicle marketplace.
The ability to use proven current product engines to
support an unorthodox and unexpected entry into the all-
terrain vehicle industry gives added marketability to the
WORKHORSE. Consumers prefer established brand products and
will react according to their current opinion of that
manufacturer's product (Kotler/1988).
Harley-Davidson is the only producer of quality
American-made motorcycles. The current demand for
Harley-Davidson products and accessories confirms this. It
is essential that emphasis be on the original concept of
quality American-made products. The consumer knows that
the company has returned from financial problems and is now
a stronger competitor in the continental United states and
international marketplace. This knowledge of the Harley-
Davidson product will aid in the positioning of the
WORKHORSE in the minds of prospective buyers.
The problems encountered by Honda Motors in the three-
wheeled all-terrain-vehicle market will be avoided at all
costs. The four-wheeled all-terrain-vehicle (ATV) provides
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additional stability and safety. The elimination of the
basic problems established by the three-wheeled ATV will
aid in the reduction of possible product liability
problems. The established Harley-Davidson reputation will
aid in reducing consumer uneasiness concerning product
safety. By emphasizing the improved safety features, which
include an electromechanical anti-tilting device, the fear
of being injured while using the WORKHORSE will be
sufficiently reduced to encourage consumer confidence.
The WORKHORSE will initially be marketed at a 21%
markup to the dealerships. The initial markup is
comparable to other Harley-Davidson motorcycle products.
The industry average from dealership to consumer is 14%.
This increase over the price of the competition may
cause some problems. The Honda TRAILBLAZER ATV is the most
comparable to the proposed Harley-Davidson WORKHORSE. It
also offers a 350 cc air-cooled engine with four-wheel
drive capability. The TRAILBLAZER selling price to the
customer of $4,600 and the established 14% markup for the
industry provides enough information to determine the
dealer cost of the vehicle. The TRAILBLAZER dealer cost is
found by dividing the selling price by 1.14% which equals a
dealer cost of $4,035. The same procedure applied to the
WORKHORSE selling price of $5,500 results in a dealer cost
of $4,825 for a 19.6% variance in pricing.
The Harley-Davidson difference is attributed to
traditional pricing policies and the additional cost of the
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electromechanical anti-tilting device. The acceptance of
the WORKHORSE and its unparalleled safety features will
encourage consumers to consider the product regardless of
its cost. The improved safety features may inadvertently
aid in repositioning the competitors in the marketplace.
The selection of the product name WORKHORSE emphasizes
a new approach to the uses of ATVs. Once considered only
recreational in nature, the WORKHORSE blends new
applications and increases versatility. The name
communicates the intended use of the product without
completely ruling out the possibility of recreational use.
The improved safety standards and stability factors may
actually aid in the rejuvenation of the recreational use of
four-wheeled all-terrain-vehicles. Harley-Davidson Motor
Company emphasizes "motor" in their name and products.
Harley-Davidson motors are used in a variety of
circumstances. Their use in all-terrain-vehicles will show
versatility and durability to the marketplace. The new
circumstances will add business to the current recreational
applications. WORKHORSE and "horsepower" imply the
completion of work, increased productivity and
dependability.
It is essential to maintain position in the current
marketplace. With 629 dealers Harley-Davidson has the
necessary channels of distribution to support the efforts
to introduce the WORKHORSE. Honda's position is
established in the all-terrain-vehicle market. We do not
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wish to assault their product. Gradual entry into the
market supported by Harley-Davidson quality and heritage
provides a graceful rather than direct, wrath provoking
confrontation which could prove disastrous to the new
product entry.
We will confront Honda in an effort directed toward
business rather than recreational areas. If the WORKHORSE
is chosen by recreationalists because of its safety factors
and durability we will produce the product in direct
proportion to demand.
The financial status of Harley-Davidson is exceptional
and can capably support a new product effort. Honda is a
capable competitor. The approach discussed will allow a
gradual, financially stable entrance into the all-terrain-
vehicle marketplace. Should the Honda reaction to the
WORKHORSE be exceptional, Harley-Davidson's financial
stance could respond to a more than moderate reaction. If
the reaction should be substantial, management must
reevaluate the situation and determine an appropriate
response.
Price Elasticity: If demand is elastic, the relative
quantity change is larger than that of price, so a given
percentage increase in price causes quantity to decrease by
a larger percentage, decreasing the total revenue (Hirschey
& Pappas,1985). The Arc Price Elasticity determination is
especially useful for analyzing the average sensitivity of
quantity demanded to price changes over an extended range
30
(Hirschey & Pappas,1985).
Arc Price Elasticity is defined as the percentage of
change in quantity divided by the percentage of change in
price (Hirschey & Pappas,1985). The point at which the
WORKHORSE loses its elasticity can be identified.
Table 3




























































At a price of $3,000 and a quantity sold of 6/000 the
product elasticity gains a marginal revenue of zero at and
elasticity of demand measures -1.0. The elasticity measure
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of -1.0 implies unitary elasticity. The price and quantity
are inversely related implying that any price change is
proportionately offset by a change in quantity demanded.
This determination means that total revenue will remain
constant at price times quantity (Hirschey & Pappas,1985).
Cost Analysis: An important part of cost analysis is
the determination of the estimated break-even point and the
degree of leverage attributed to the new product. The
WORKHORSE has a fixed cost of $3,788. The average variable
cost varies depending upon the units sold. A list of
determined value is shown in Table 4.
Table 4











































































The break-even values identify the number of units which
must be sold to reach a point of no profit or loss. These
values provide essential information concerning current
profit planning. The degree of operating leverage is the
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percent of change in profit that results from a one percent
change in units sold (Hirschey & Pappas,1985). The
estimated degrees of operating leverage for the WORKHORSE
range from 4.29% at units sold volume of 5,000 to 4.97% at
1/000 units sold. As a form of elasticity, degree of
operating leverage gives information depending on the
break-even graph being considered.
For example, at that point which WORKHORSE sales equal
7/000, the degree of operating leverage is 4.40%. At sales
equal to 8,000, there has been a .11% increase in net
operating income. In a different situation with a decrease
in sales from 7,000 to 6/000/ there exists a decrease in
net operating income of .10%. The industry standard for
degree of operating leverage for manufacturers of motor
vehicles and equipment is 2.7% (Troy/1989). With estimated
degrees of operating leverage ranging as they do for the
WORKHORSE, there is evidence of stability excluding any
unforeseen occurrences affecting the computations.
Net Present Value Analysis: The net present value
(NPV) for the project was determined for the discount rates
of 10%, 12% and 15% over a period of four years. At the
10% rate of discount (see Appendix A), the inflow year 0
reflects a loss of $22.2 million while inflow years 1/ 2
and 3 show gains of $15.2 million, $27.2 million and $43
million respectively. The net present value at 10% is
$63.2 million over the four year period. At the 12% rate
of discount (see Appendix B), the inflow for year 0
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exhibits a loss of $21.8 million while inflow years I, 2
and 3 show gains of $14.7 million, $25.8 million and $40
million respectively. The net present value at 12% is
$58.7 million over the four year period.
At the 15% discount rate (see Appendix C), the inflow
for year 0 shows a loss of $21.2 million while inflow years
I, 2 and 3 produce gains of $13.9 million, $23.8 million
and $36 million respectively. The net present value at 15%
is $52.5 million.
The net present value at each discount level is
positive. This suggests that the WORKHORSE is an
acceptable project to attempt at this time based upon the
estimated figures used in the cash flow.
Financial Analysis: The Harley-Davidson Motor
Company has during the last several years recorded
increases in income considered by some as phenomenal
(Harley-Davidson,1989). Current ratio identifies a firm's
ability to service its current obligations. The higher the
ratio, the greater the firm's ability to pay its
liabilities. The current ratio is .16 greater than the
industry standard indicating acceptable positioning.
Table 5 contains information concerning Harley-
Davidson financial ratios from the year 1990 and
established industry standards (Troy,1989). The ratio of
asset turnover is 1.12 greater than the industry average.
Harley-Davidson is generating an excellent amount of sales
volume for the size of its asset investment. The
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intensified efforts to increase customer service and
















The debt to worth ratio of 1.04 indicates that there is
significantly less risk and greater long-term financial
safety. It also identifies that there is a greater
flexibility to borrow in the future if the need should
arise.
This leverage ratio measures a firm's ability to meet
interest payments. The high ratio of 7.29 indicates the
Harley-Davidson would have very little trouble meeting the
interest obligations of a loan needed at a future date.
Cash flow analysis: The Harley-Davidson WORKHORSE is
still in the evaluation stage. The estimation of future
cash flow is an important part of this evaluation (see
Table 6). Estimated development and marketing costs total
$24.4 million. The majority of this expense is attributed
to research and development of the electromechanical anti-
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tilting device. This device is an integral part of the
increased safety features of the WORKHORSE. The basic
framework and engines are part of inventory at this time.
TABLE 6
Estimated four year cash flow analysis
(in thousands of dollars)
For the year
1990 1991 1992 1993
Sales Revenue a $44,000 $63,581 $92,550
Cost of Goods Sold 0 19,822 21/786 24,995
Gross Margin 0 24/178 41/795 67,555
Development Costs $18,800 a 0 a
Marketing Costs 5/570 4,242 3,784 2,786
Operating Overhead a 1,529 1,779 1,858
Net Cash Flows ($24,370) 18/407 36,232 62,911
Estimated sales of 8,000 units in the first year are not
considered extravagant. Honda's introductory first year
production schedule of 7/000 units was inconsistent with
the resulting demand of 9,200 units. Sales estimates for
the years 1992 and 1993 increased 44.6% for each year.
This estimate is not considered extreme because the
development of a "safe" ATV will grab the attention of the
consumer.
Development, cost of goods sold, marketing costs and
operating overhead amount to $107 million over the four
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year period. The sales totaled $200.1 million while net
cash flow equalled $93.1 million. If these estimated turn
out to be close to actual figures, the WORKHORSE will prove
to be one of Harley-Davidson's greatest accomplishments.
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CONCLUSION
The aging population identified in problem one must be
approached in a gentle and determined manner. The majority
of Harley-Davidson customers are rapidly approaching this
segment of the population. We must show them that we
appreciate their business. The best way to do this is to
develop and market products that fit their self-image and
needs. This approach may seem basic. By showing our
continued interest in them as customers we encourage their
continued consumer support.
The current challenge of Honda can be overcome by the
introduction of the WORKHORSE to the motorized recreational
vehicle market. The analysis in the previous paragraphs
supports this endeavor. The product may be new to Harley-
Davidson but not to the marketplace. By maintaining
quality in production and customer service, the WORKHORSE
will be accepted as the answer to the foreign competition
in the ATV market in the United states and around the
world.
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Appendix A
Net Present Value At 10%
41
Projected Net Present Value using standard present value
tables for four years at 10% discount.








Inflow year 0 (24,370) .909 (22,152)
Inflow year 1 18,407 .826 15,204
Inflow year 2 36,232 .751 27,210
Inflow year 3 62,911 .683 ~2,968
Net present value 63,230
Appendix B
Net Present Value At 12%
43
Projected Net Present Value using standard present value
tables for four years at 12% discount.










Inflow year 0 (24,370) .893 (21,762)
Inflow year 1 18,407 .797 14,670
Inflow year 2 36,232 .712 25,797
Inflow year 3 62,911 .636 _iQ-L-9_i-~
Net present value 58,716
Appendix C
Net Present Value At 15%
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Projected Net Present Value using standard present value
tables for four years at 15% discount.










Inflow year 0 (24,370) .870 (21,202)
Inflow year 1 18,407 .756 13,916
Inflow year 2 36,232 .658 23,841
Inflow year 3 62,911 .572 ~_~~2.





PLEASE COMPLETE THE FOLLOWING QUESTIONNAIRE
CONCERNING YOUR FEELINGS ABOUT A NEW PRODUCT
INTRODUCTION. YOUR ANSWERS WILL BE COMPILED AND
ANALYZED TO DETERMINE IF A MARKET FOR A HARLEY-DAVIDSON
ALL-TERRAIN-VEHICLE (ATV) EXISTS AT THIS TIME.
PLEASE CIRCLE YOUR ANSWER:
1. Do you feel that the introduction of a Harley-
Davidson produced ATV is a good idea?
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never maybe possibly good chance absolutely
2. Do you feel that your fellow dealers will be
interested in this product line?
never maybe possibly good chance absolutely
3. Do you feel that your customers will be interested
in this product line for recreational purposes?
never maybe possibly good chance absolutely
4. Do you feel that with improved safety features and
riding stability will add to the interest of the
recreational user?
never maybe possibly good chance absolutely
5. Are there businesses in your local area that will
be interested in the Harley-Davidson ATV?
never maybe possibly good chance absolutely
6. If the local businessmen are made aware of this
products versatility and useful accessories will it
encourage interest in the Harley-Davidson ATV?
never maybe possibly good chance absolutely
7. Since the ATV requires maintenance similar to
motorcycles, do you feel this will encourage your
participation in the introductory program?
never maybe possibly good chance absolutely
8. Would you resist this product line because it may
reduce your sales of motorcycles?
never maybe possibly good chance absolutely
9. Do you feel that these two products can coexist in
your dealership?
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never maybe possibly good chance absolutely
10. Do you feel that this new product line will
increase parts and accessories sales significantly?
never maybe possibly good chance absolutely
